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X, receipts derived from the sale from
R to S will be considered to be derived
from X acting as commission agent for
S and will not result in qualified export
receipts to X. Receipts derived by X
from the sale of property by S to an
unrelated foreign party, may, however,
constitute qualified export receipts.

(ii) Leased property. See § 1.993–3(f)(2)
regarding property not constituting ex-
port property in certain cases where
such property is leased to any corpora-
tion which is a member of the same
controlled group as the lessor.

(k) Definition of ‘‘controlled group’’.
For purposes of sections 991 through 996
and the regulations thereunder, the
term ‘‘controlled group’’ has the same
meaning as is assigned to the term
‘‘controlled group of corporations’’ by
section 1563(a), except that (1) the
phrase ‘‘more than 50 percent’’ is sub-
stituted for the phrase ‘‘at least 80 per-
cent’’ each place the latter phrase ap-
pears in section 1563(a), and (2) section
1563(b) shall not apply. Thus, for exam-
ple, a foreign corporation subject to
tax under section 881 may be a member
of a controlled group. Furthermore,
two or more corporations (including a
foreign corporation) are members of a
controlled group at any time such cor-
porations meet the requirements of
section 1563(a) (as modified by this
paragraph).

(l) DISC’s entitlement to income—(1)
Application of section 994. A corporation
which meets the requirements of
§ 1.992–1(a) to be treated as a DISC for a
taxable year is entitled to income, and
the intercompany pricing rules of sec-
tion 994(a)(1) or (2) apply, in the case of
any transactions described in § 1.994–
1(b) between such DISC and its related
supplier (as defined in § 1.994–1(a)(3)).
For purposes of this subparagraph,
such DISC need not have employees or
perform any specific function.

(2) Other transactions. In the case of a
transaction to which the provisions of
subparagraph (1) of this paragraph do
not apply but from which a DISC de-
rives gross receipts, the income to
which the DISC is entitled as a result
of the transaction is determined pursu-
ant to the terms of the contract for
such transaction and, if applicable, sec-
tion 482 and the regulations there-
under.

(3) Examples. The provisions of this
paragraph may be illustrated by the
following examples:

Example 1. P Corporation forms S Corpora-
tion as a wholly-owned subsidiary. S quali-
fies as a DISC for its taxable year. S has no
employees on its payroll. S is granted a fran-
chise with respect to specified exports of P.
P will sell such exports to S for resale by S.
Such exports are of a type which produce
qualified export receipts as defined in para-
graph (b) of this section. P’s sales force will
solicit orders in the name of S using S’s
order forms. S places orders with P only
when S itself has received orders. No inven-
tory is maintained by S. P makes shipments
directly to customers of S. Employees of P
will act for S and billings and collections
will be handled by P in the name of S. Under
these facts, the income derived by S for such
taxable year from the purchase and resale of
the specified export is treated for Federal in-
come tax purposes as the income of S, and
the amount of income allocable to S will be
determined under section 994 of the Code.

Example 2. P Corporation forms S Corpora-
tion as a wholly-owned subsidiary. S quali-
fies as a DISC for its taxable year. S has no
employees on its payroll. S is granted a sales
franchise with respect to specified exports of
P and will receive commissions with respect
to such exports. Such exports are of a type
which will produce gross receipts for S which
are qualified export receipts as defined in
paragraph (b) of this section. P’s sales force
will solicit orders in the name of P. Billings
and collections are handled directly by P.
Under these facts, the commissions paid to S
for such taxable year with respect to the
specified exports shall be treated for Federal
income tax purposes as the income of S, and
the amount of income allocable to S is deter-
mined under section 994 of the Code.

[T.D. 7514, 42 FR 55454, Oct. 17, 1977; 42 FR
60910, Nov. 30, 1977, as amended by T.D. 7854,
47 FR 51739, Nov. 17, 1982]

§ 1.993–2 Definition of qualified export
assets.

(a) In general. For a corporation to
qualify as a DISC, at the close of its
taxable year it must have qualified ex-
port assets with adjusted bases equal
to at least 95 percent of the sum of the
adjusted bases of all its assets. An
asset which is a qualified export asset
under more than one paragraph of this
section shall be taken into account
only once in determining the sum of
the adjusted bases of all qualified ex-
port assets. Under section 993(b), the
qualified export assets held by a cor-
poration are—
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(1) Export property as defined in
§ 1.993–3 (see paragraph (b) of this sec-
tion),

(2) Business assets described in para-
graph (c) of this section,

(3) Trade receivables described in
paragraph (d) of this section,

(4) Temporary investments to the ex-
tent described in paragraph (e) of this
section,

(5) Producer’s loans as defined in
§ 1.993–4 (see paragraph (f) of this sec-
tion),

(6) Stock or securities (described in
paragraph (g) of this section) of related
foreign export corporations as defined
in § 1.993–5,

(7) Export-Import Bank and other ob-
ligations described in paragraph (h) of
this section,

(8) Financing obligations described in
paragraph (i) of this section, and

(9) Funds awaiting investment de-
scribed in paragraph (j) of this section.

(b) Export property. In general, export
property is certain property held for
sale or lease which meets the require-
ments of § 1.993–3.

(c) Business assets. For purposes of
this section, business assets are assets
used by a DISC (other than as a lessor)
primarily in connection with—

(1) The sale, lease, storage, handling,
transportation, packaging, assembly,
or servicing of export property, or

(2) The performance of engineering or
architectural services (described in
§ 1.993–1(h)) or managerial services (de-
scribed in § 1.993–1(i)) in furtherance of
the production of qualified export re-
ceipts.

Assets used primarily in the manufac-
ture, production, growth, or extraction
(within the meaning of § 1.993–3(c)) of
property are not business assets.

(d) Trade receivables—(1) In general.
For purposes of this section, trade re-
ceivables are accounts receivable and
evidences of indebtedness which arise
by reason of transactions of such cor-
poration or of another corporation
which is a DISC and which is a member
of a controlled group which includes
such corporation described in subpara-
graph (A), (B), (C), (D), (G), or (H), of
section 993(a)(1) and which are due the
DISC (or, if it acts as an agent, due its
principal) and held by the DISC.

(2) Trade receivables representing com-
missions. If a DISC acts as commission
agent for a principal in a transaction
described in § 1.993–1 (b), (c), (d), (e), (h),
or (i) which results in qualified export
receipts for the DISC, and if an account
receivable or evidence of indebtedness
held by the DISC and representing the
commission payable to the DISC as a
result of the transaction arises (and, in
the case of an evidence of indebtedness,
designated on its face as representing
such commission), such account receiv-
able or evidence of indebtedness shall
be treated as a trade receiveable. If,
however, the principal is a related sup-
plier (as defined in § 1.994–1(a)(3)) with
respect to the DISC, such account re-
ceivable or evidence of indebtedness
will not be treated as a trade receiv-
able unless it is payable and paid in a
time and manner which satisfy the re-
quirements of § 1.994–1(e)(3) or (5) (re-
lating to initial payment of transfer
price or commission and procedure for
adjustments to transfer price or com-
mission, respectively), as the case may
be. However, see subparagraph (3) of
this paragraph for rules regarding cer-
tain accounts receivable representing
commissions payable to a DISC by its
related supplier.

(3) Indebtedness arising under § 1.994–
1(e). An indebtedness arising under
§ 1.994–1(e)(3)(iii) (relating to initial
payment of transfer price or commis-
sion) in favor of a DISC is not a quali-
fied export asset. An indebtedness aris-
ing under § 1.994–1(e)(5)(i) (relating to
procedure for adjustments to transfer
price or commission) in favor of a DISC
is a trade receivable if it is paid in the
time and manner described in § 1.994–
1(e)(5)(i) and (ii) and if it otherwise sat-
isfies the requirements of subparagraph
(2) of this paragraph. If such an indebt-
edness is not paid in the time and man-
ner described in § 1.994–1(e)(5)(i) and (ii),
it is not a qualified export asset.

(e) Temporary investments—(1) In gen-
eral. For purposes of this section, tem-
porary investments are money, bank
deposits (not including time deposits of
more than 1 year), and other similar
temporary investments to the extent
maintained by a DISC as reasonably
necessary to meet its requirements for
working capital. For purposes of this
paragraph, a temporary investment is
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an obligation, including an evidence of
indebtedness as defined in paragraph
(d)(1) of this section, which is a demand
obligation or has a period remaining to
maturity of not more than 1 year at
the date it is acquired by the DISC. A
temporary investment does not include
trade receivables.

(2) Determination of amount of working
capital maintained. For purposes of this
paragraph—

(i) The working capital of a DISC is
the excess of its current assets over
current liabilities.

(ii) Current assets are cash and other
assets (other than trade receivables)
which may reasonably be expected to
be converted into cash or sold or con-
sumed during the current normal oper-
ating cycle of the DISC’s trade or busi-
ness.

(iii) Current liabilities are obliga-
tions (or portions of obligations) due
within the current normal operating
cycle of the trade or business of the
DISC whose satisfaction when due is
reasonably expected to require the use
of current assets.

(iv) Generally accepted financial ac-
counting treatments will be accepted,
and

(v) Current assets (other than tem-
porary investments) are taken into ac-
count before temporary investments,
and trade receivables are never taken
into account, in determining whether
such temporary investments are main-
tained by the DISC as reasonably nec-
essary to meet his current liabilities
and its requirements for working cap-
ital.

(3) Determination of amount of working
capital reasonably required. For purposes
of this paragraph, a determination of
the amount of money, bank deposits,
and other similar temporary invest-
ments reasonably necessary to meet
the requirements of the DISC for work-
ing capital will depend upon the nature
and volume of the activities of the
DISC existing at the end of the DISC’s
taxable year for which such determina-
tion is made, such as, for example—

(i) In the case of a DISC which pur-
chases and sells inventory, the amount
of working capital reasonably required
is limited to an amount reasonably
necessary to meet the ordinary oper-
ating expenses during the current nor-

mal operating cycle of the trade or
business of the DISC, an amount rea-
sonably needed to meet specific and
definite plans for expansion and any
amounts necessary for reasonably an-
ticipated extraordinary business ex-
penses.

(ii) In the case of a DISC which ac-
tively conducts a trade or business (in-
cluding the employment of a sales
force) and receives commissions in re-
spect of goods to which such DISC does
not have title, the amount of working
capital required will depend upon the
nature and volume of the activities of
the DISC which produce such income
as they exist on the applicable deter-
mination date. In determining the
amount of working capital which is
reasonably required for the production
of such income, the anticipated future
needs of the business will be taken into
account to the extent that such needs
relate to the year of the DISC fol-
lowing the applicable determination
date. Anticipated future needs relating
to a later period will not be taken into
account unless it is clearly established
that such needs are reasonably related
to the production of such income as of
the applicable determination date.

(iii) In the case of a DISC which does
not actively conduct a trade or busi-
ness, and which receives commissions
solely by reason of section 994(a)(1),
(a)(2), or (b) with respect to goods to
which such DISC does not have title,
no working capital would be required
beyond a de minimis amount unless it
appears from the facts and cir-
cumstances that additional working
capital will be required.

(iv) In the case of a DISC deriving in-
come from the leasing of property, the
amount of working capital required
will be determined on the basis of the
facts and circumstances in such case.

(4) Relationship of working capital to
other qualified export assets. If a tem-
porary investment is a qualified export
asset under any provision of this sec-
tion (other than this paragraph), this
paragraph shall not affect its status as
a qualified export asset. However, any
such temporary investment is taken
into account before other temporary
investments in determining whether
such other temporary investments are
maintained by a DISC as reasonably
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necessary to meet its requirements for
working capital. Current assets (other
than temporary investments) are taken
into account before temporary invest-
ments, and trade receivables are never
taken into account, in determining
whether such temporary investments
are maintained by the DISC as reason-
ably necessary requirements for work-
ing capital. An obligation issued or in-
curred by a member of a controlled
group (as defined in § 1.993–1(k)) of
which the DISC is a member is not a
qualified export asset under this para-
graph. For rules regarding working
capital as of the end of each month of
a taxable year for purposes of the 70-
percent reasonableness standard with
respect to certain deficiency distribu-
tions, see paragraph (j)(3) of this sec-
tion.

(f) Producer’s loans. For purposes of
this section, a producer’s loan is an
evidence of indebtedness arising in con-
nection with producer’s loans which
are made by a DISC and which meet
the requirements of § 1.993–4. If a pro-
ducer’s loan is a qualified export asset,
interest accrued with respect to the
producer’s loan will also be treated as
a qualified export asset provided that
payment is made in the form of money,
property (valued at its fair market
value on its date of transfer and includ-
ing accounts receivable for sales by or
through a DISC), a written obligation
which qualifies as a debt under the safe
harbor rule of § 1.992–1(d)(2)(ii), or an
accounting entry offsetting the ac-
count receivable against an existing
debt owed by the person in whose favor
the account receivable was established
to the person with whom it engaged in
the transaction and that payment is
made no later than 60 days following
the close of the taxable year of accrual
of the interest. This paragraph (f) is ef-
fective for taxable years beginning
after January 10, 1985 except that the
taxpayer may at its option apply the
provisions of this paragraph to taxable
years ending after December 31, 1971.

(g) Stock or securities of related foreign
corporations. For purposes of this sec-
tion, the term ‘‘stock or securities’’,
with respect to a related foreign export
corporation (as defined in § 1.993–5), has
the same meaning as such term has as
used in section 351 (relating to trans-

fers to controlled corporations), except
that the term ‘‘securities’’ does not in-
clude obligations which are repaid, in
whole or in part, at any time during
the taxable year of the DISC following
the taxable year of the DISC during
which such obligations were acquired
by the DISC or were issued, unless the
DISC demonstrates to the satisfaction
of the district director that the repay-
ment was for bona fide business pur-
poses and not for the purpose of avoid-
ance of Federal income taxes.

(h) Export-Import Bank obligations.
For purposes of this section, the term
‘‘Export-Import Bank obligations’’
means obligations issued, guaranteed,
insured, or reinsured (in whole or in
part) by the Export-Import Bank of the
United States or by the Foreign Credit
Insurance Association, but only if such
obligations are acquired by the DISC—

(1) From the Export-Import Bank of
the United States,

(2) From the Foreign Credit Insur-
ance Association, or

(3) From the person selling or pur-
chasing the goods or services by reason
of which such obligations arose, or
from any corporation which is a mem-
ber of the same controlled group (as de-
fined in § 1.993–1(k)) as such person.
For purposes of this paragraph, obliga-
tions issued by a person described in
subparagraphs (1), (2), and (3) of this
paragraph are treated as acquired from
such person by the DISC if acquired
from any person not more than 90 days
after the date of original issue (as de-
fined in § 1.1232–3(b)(3)). Examples of
specific types of Export-Import Bank
obligations include debentures issued
by such bank and certificates of loan
participation.

(i) Financing obligations. For purposes
of this section, financing obligations
are obligations (held by a DISC) of a
domestic corporation organized solely
for the purpose of financing sales of ex-
port property pursuant to an agree-
ment with the Export-Import Bank of
the United States under which such
corporation makes export loans guar-
anteed by such Bank.

(j) Funds awaiting investment—(1) In
general. For purposes of this section,
subject to the limitation descibed in
subparagraph (2) of this paragraph, if,
at the close of a DISC’s taxable year,
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the sum of the DISC’s money, bank de-
posits, and other similar temporary in-
vestments is determined under para-
graph (e) of this section to exceed an
amount reasonably necessary to meet
the DISC’s requirements for working
capital, the amount of the DISC’s bank
deposits in the United States to the ex-
tent of the amount of this excess are
funds awaiting investment at the close
of such taxable year.

(2) Limitation. Bank deposits de-
scribed in subparagraph (1) of this
paragraph are funds awaiting invest-
ment only if, by the last day of each of
the sixth, seventh, and eighth months
after the close of such taxable year, the
sum of the adjusted bases of the quali-
fied export assets of the DISC (other
than such bank deposits) equals or ex-
ceeds 95 percent of the sum of the ad-
justed bases of all assets of the DISC
(including such bank deposits) it held
on the last day of such taxable year.
For purposes of this subparagraph, the
adjusted bases of assets of a DISC are
determined as of the end of each of the
months referred to in this subpara-
graph. Funds awaiting investment as
described in this paragraph need not be
traceable to any of the qualified export
assets held by the DISC at the end of
any of the months referred to in this
subparagraph.

(3) Coordination with certain deficiency
distribution provisions. Under section
992(c)(3) and § 1.992–3(d) a deficiency dis-
tribution made on or before the 15th
day of the ninth month after the end of
a corporation’s taxable year is deemed
to be for reasonable cause if certain re-
quirements are met, including the re-
quirement (described in section
992(c)(3)(B) and § 1.992–3(d)(2)) that the
sum of the adjusted bases of the quali-
fied export assets held by the corpora-
tion on the last day of each month of
such year equals or exceeds 70 percent
of the sum of the adjusted bases of all
assets held by the corporation on each
such last day. If, on any such last day,
the sum or a DISC’s money, bank de-
posits, and other similar temporary in-
vestments is determined under para-
graph (e) of this section to exceed an
amount reasonably necessary to meet
the DISC’s requirements for working
capital, the amount of the DISC’s bank
deposits to the extent of the amount of

this excess are funds awaiting invest-
ment on such last day, if either—

(i) The requirements of subparagraph
(2) of this paragraph are satisfied with
respect to the taxable year of the DISC
which includes such month or

(ii) At the close of such taxable year
the sum of the DISC’s money, bank de-
posits, and other similar temporary in-
vestments is determined under para-
graph (e) of this section not to exceed
an amount reasonably necessary to
meet the DISC’s requirements for
working capital.

(Secs. 995(e)(7), (8) and (10), 995(g) and 7805 of
the Internal Revenue Code of 1954 (90 Stat.
1655, 26 U.S.C. 995 (e)(7), (8) and (10); 90 Stat.
1659, 26 U.S.C. 995(g); and 68A Stat 917, 26
U.S.C. 7805))

[T.D. 7514, 42 FR 55459, Oct. 17, 1977; 42 FR
60910, Nov. 30, 1977, as amended by T.D. 7854,
47 FR 51740, Nov. 17, 1982; T.D. 7984, 49 FR
40018, Oct. 12, 1984]

§ 1.993–3 Definition of export property.
(a) General rule. Under section 993(c),

except as otherwise provided with re-
spect to excluded property in para-
graph (f) of this section and with re-
spect to certain short supply property
in paragraph (i) of this section, export
property is property in the hands of
any person (whether or not a DISC)—

(1) Manufactured, produced, grown,
or extracted in the United States by
any person or persons other than a
DISC (see paragraph (c) of this sec-
tion),

(2) Held primarily for sale or lease in
the ordinary course of a trade or busi-
ness to any person for direct use, con-
sumption, or disposition outside the
United States (see paragraph (d) of this
section),

(3) Not more than 50 percent of the
fair market value of which is attrib-
utable to articles imported into the
United States (see paragraph (e) of this
section), and

(4) Which is not sold or leased by a
DISC, or with a DISC as commission
agent, to another DISC which is a
member of the same controlled group
(as defined in § 1.993–1(k)) as the DISC.

(b) Services. For purposes of this sec-
tion, services (including the written
communication of services in any
form) are not export property. Whether
an item is property or services shall be

VerDate 11<MAY>2000 09:04 Apr 13, 2001 Jkt 194089 PO 00000 Frm 00659 Fmt 8010 Sfmt 8010 Y:\SGML\194089T.XXX pfrm09 PsN: 194089T


